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Taxation Section 
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PREPARATION AND LopDGMENT oF INCOME TAX RETURNS 
The Deputy Commissioner, Sydney, has issued the following instructions 
respecting the furnishing of current income tax returns for the guidance of 
fax agents : 
Extensions of Time for Lodgment of Returns 
1. Before the 3Jst August each year tax agents who require extension of 
ime for the lodgment of their clients’ returns must make application for a 
time g PP 
general extension of time stating— 
(i) the number of returns already lodged: 
(ii) the number of returns to be lodged for the year. 
(For Melbourne Central Office requirements, the names of clients 
should also be submitted. ) 
2. An undertaking to prepare and lodge reasonable weekly batches of 
feturns in the following order is to be given: 


(a) Company returns to be lodged as soon as possible after the 31st 
August, or within two months of the balancing date of any 
accounting period substituted for the 30th June. 


(b) Primary returns (Partnerships and Trusts). 

(c) Business returns (including primary producers and _ professional 
returns) with a net income last year of £1,500 or over. 

(d) Taxable returns from all other classes of taxpayers. 

(e) Non-taxable returns. 


3. Upon receipt of application for extension of time to furnish returns, 
the department may grant the desired extension to a date not later than the 
3st October. 


4. In the event of there being any returns outstanding as at the 31st 
October, a list should be furnished of the names and addresses of clients 
whose returns have still to be lodged, together with a programme for lodgment 
of all outstanding returns by the earliest possible date, indicating the number 
of returns which will be lodged monthly. Before the extended due date, a 
further list should be supplied, showing returns for which additional time to 
lodge is desired, accompanied by the appropriate applications. The reason 
for any departure from programme arrangements should :be clearly stated. 

5. It must be borne in mind that the extension granted to agents does not 
ver returns especially required or demanded by the department. it should 
also be understood that the agent’s own return is to be lodged by 31st August 
tach year. 
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6. Irrespective of an extension of time granted to agents for returns, it js 
essential that, in the case of companies, lists of dividends and interest paid 
be furnished not later than the 3lst August of each year. 

7. Agents should make themselves familiar with the printed instructions 
to persons making returns which are issued annually by the department. 

8. Attention is drawn to the regulations which require the submission of 
supporting accounts and statements when lodging returns. To enable these 
to be identified, the following wording should be used: 

This Account (or Statement) forms part of, and accompanies, the 
Income Tax Return of for the 
year ended 


9. Attention is drawn to the fact that the forms of return provided for the 
use of persons (other than companies) require a taxpayer to show his 
residential address in addition to his address for service of notices. The 
* residential address must be given in all returns lodged by or on behalf of 
individuals. 

10. Extension of time to lodge returns is granted only on the following 
conditions being strictly adhered to, namely: 


(a) Each return must be complete when lodged and, where necessary, 
details of expenditure, receipts, etc., must be attached to the schedule 
as required by the form of return and directions enclosed with it 
(vide paragraph 8 above). 

(b) Each return must also bear the endorsement “Lodged under exten- 
sion of time granted to by the Com- 


’ 


missioner’s letter dated ee et ee 

With regard to paragraph 8 of the above instructions, the writer suggests 

that. where a tax agent prepares a large number of returns, considerable time 
would be saved by the use of a rubber stamp, reading: 

This Statement forms part of, and accompanies, the income tax return of 


for vear ended JUNE 30, 1945, or substituted accounting period 
Taxpayer 
Public Officer 
Trustee 
A rubber stamp in the above form would require to be procured each vear. 
Where the number of returns does not warrant this expense, a rubber stamp 
similar to the above but with the income year left blank is recommended. 


Cost oF CONVERTING BoNnpDs AND RE-IssuING ON More FAVOURABLE 
TERMS 
Two Canadian companies which had issued interest-bearing bonds decided, 
with a view to reducing their interest charges, to redeem the bonds before 
maturity and to re-borrow on less onerous terms. This action involved 
expenses of the following nature: 
(a) Premiums for redemption before maturity ; 
(b) Exchange premiums because of options to make payment in United 
States dollars; + 
(c) Commission or discount to the underwriters of the new issues; 
(d) Interest on the new bonds for a short period before repayment of the 
old bonds; 


(e) Legal, printing and other incidental expenses 
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The result was a substantial saving in annual interest, and the companies 
sought to deduct, under the Canadian Income War Tax Act, 1927, a pro- 

rtion of items (a), (b), (c) and (d) and the whole of item (e) in returns 
jor the year 1935-1936. 

Held (by the Privy Council): That the expenditure in question incurred 
by the appellants was in relation to the financing of their businesses 
and was not incurred in the earning of the income within the meaning of 
s.6(a) of the Act and therefore was not deductible in computing their taxable 
income (Montreal Coke and Manufacturing Co. v. Minister of National 
Revenue; Montreal Light, Heat and Power Consolidated v. the same*|1944}, 
| All. E.R. 743). 

Section 6 of the Canadian Act prohibits the deduction of “(a) disburse- 
ments or expenses not wholly, exclusively and necessarily laid out or 
expended for the purpose of earning the income” and “(b) any outlay, loss 
or replacement of capital....” . 

The taxpayers relied upon an argument similar to that approved by the 
High Court in Nevill’s case ((1937) 1 A.I.T.R. 67), namely, that expenditure 
incurred to reduce current and future outgoings was tantamount to expendi- 
ture incurred in gaining the assessable income. 

Their Lordships, however, drew the following distinction: “If the statute 
permitted the deduction of expenditure incurred for the purpose of increasing 
income the appellants might well have prevailed. But such a criterion would 
have opened a very wide door. It is obvious that there can be many forms 
of expenditure designed to increase income which would not be appropriate 
deductions in ascertaining annual net profit or gain. The statutory criterion 
isa much narrower one. Expenditure to be deductible~must be directly 
related to the earning of income. The earnings of a trader are the product 
of the trading operations which he conducts. These operations involve 
outgoings as well as receipts and the net profit or gain which the trader earns 
is the balance of his trade receipts over his trade outgoings. It is not the 
business of the appellants to engage in financial operations. Expenditure 
incurred in relation to the financing of their businesses is not, in their Lord- 
ships’ opinion, expenditure incurred in the earning of their income within 
the statutory meaning.” Even “the overlapping interest was paid as part of 
the cost of the refunding operations and on money borrowed temporarily in 
excess of what was required for the purposes of the businesses during the 
overlapping period and was thus prope rly disallowed.” 

The | ordships also stated that they in no way dissented from the view that 
the expenses in question were also outgoings of capital. 

As the whale of the above-mentioned expenditure was, in effect, held to be 
of a capital nature, no portion thereof would be deductible under s. 51 of the 
Commonwealth Act. It remains to be considered whether any portion thereof 
is deductible under the specific provisions of s. 67, which provides for a 
sinking fund deduction of expenditure incurred by the taxpayer in borrowing 
money used by him for the purpose of producing assessable income. 

It is clear that the first two items—(a), premium on redemption, and (b), 
exchange premium rebate to the repayment of the original bonds—are not 
deductible under s. 67. The sinking fund allowance under that section is 
calculated on the assumption that the expenditure incurred in borrowing 
money was so incurred at the commencement of the loan. 

It is considered that item (c), underwriters’ commission on the new loan, 
and also item (e), to the extent that the legal and other incidental expenses 
related to the new loan are subject to the sinking fund deduction provided 
by s. 67. The expenditure was incurred “in borrowing money,” i.e., the 
amount represented by the new loan, and that money is used by the taxpayer 
for the purpose of producing assessable income. It might be contended that 
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the money was borrowed for the purpose of repaying the first loan and ng 
in producing current and future income. It is submitted that that is not the 
true position. ‘the question whether money is expended in and for the 
production of assessable income cannot be determined by considering only 
the immediate reason for making a payment and ignoring the purpose with 
which the liability was incurred,” per Gavan Duffy, C.J., and Dixon, J., in 
Herald and Weekly Times Ltd. v. F.C. of T. (1932), 48 C.L.R., at p. 118 
“Thus, in Public Trustee v. C. of T. [1938], N.Z.L.R. 436, it was contended 
for the Commissioner that money borrowed by an executor for the purpose 
of paying death duties was employed, not in the production of income, but in 
the payment of a debt or charge. 

‘That, however, is not, to my mind, the true position. I think that the 
suggestion involves a confusion of ideas: it confuses the purpose of expendi- 
ture with the result of such expenditure .... If the suggestion made on 
behalf of the Commissioner is sound, then a merchant who borrows money 
to enable him to pay off debts incurred by him in his business, and to continue 
to employ his existing assets in production of income, would not be permitted, 
in the calculation of his assessable income, to deduct the interest on the 
moneys so borrowed.. The true inferénce, | think, in the present case is that 
the money borrowed enabled the trustee to pay out of the estate the amount 
of the death duties and left the money so borrowed or its equivalent in capital 
assets in the estate to be employed in the production of income,’ ”’ (per Myers, 
C.J., at p. 452). 

With regard to item (d), representing interest on the new bonds for a short 
period before repayment of the old bonds, it is considered that interest does 
not answer the description of expenditure incurred in borrowing money and 
that the item is not, therefore, deductible under s. 67. 


TAXATION DECISIONS OF THE BoArD OF REVIEW 
The following is a summary of decisions recently given by the Board of 
Review in matters of general interest. The sections referred to are those oi 
the Commonwealth Income Tax Assessment Act, except where there is ai 
indication to the contrary. 


Questions as to Income and Exemptions 
Air Force Allowance: Under Air Force (War Financial) Regulation 68, 
members of the R.A.A.F. are to be provided with rations and quarters (of 
tentage) wherever practicable and where these are not provided for any 
member he is entitled, whether living at home or not, to a subsistence allow- 
ance of 2/5 a day. In the course of the vear ended 30th June, 1942, the 
taxpayer, a member of the R.A.A.F., who had his home in Adelaide, was 
stationed in Melbourne where he was not provided with rations and quarters 
(or tentage). While there he received a subsistence allowance of £29, but 
the cost of his board and lodging was considerably in excess of that amount 
The amount of £29 having been assessed as an allowance under Section 
26(ea), the taxpayer claimed— 
(a) that he was entitled to a deduction of the cost of his board and 
lodging either in full or to the extent of £29; or, alternatively, . 

(b) that the amount of £29 was not assessable income because, since It 
was exceeded by the cost of his board and lodging, its value to him 
was nil. 

Held (1) that the amount of £29 was assessable income under Section 
26(ea) ; and (2) that the cost of his board and lodging was expenditure 0! 
a private or domestic nature and therefore not an allowable deduction— 
Section 51(1). 
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~ Allowance to Director and Manager: The taxpayer was general manager 
and one of the directors of a company incorporated and carrying on business 
in the Federated Malay States. The company was a subsidiary of a French 
company having headquarters in that part of France which came under 
German occupation, and the Custodian of Enemy Property had vested in 
himself the interests of the French shareholders in the Malay company. 

At a meeting held in Singapore in January, 1942, when the company’s 
properties were in the hands of the Japanese, the directors made arrange- 
ments for payments to members of the staff at specified rates, including 
allowances in respect of wives and children, but not in any case exceeding — 
the former salary. The payments were made out of moneys belonging to the 
company and held by the Custodian, who concurred in the arrangements. 
The taxpayer and others each signed a form “in consideration of the company 
not now terminating my employment under the power contained in my 
(service) agreement,” and each undertook “to return to active duties as soon 
as possible after being called upon by the company.” 

Taxpayer and his wife and child arrived in Western Australia in March, 
1942, and lived there during the whole of the year ended 30th June, 1943. 
During that vear he received £1,312, including £437 in respect of his wife 
and child. He did not dispute that he was a “resident of Australia.” His 
contention was that the sum of £1,312 could not relate in any way to 
emplovment, because no services were rendered by him to the company in the 
vear mentioned ; and that, in any event, not more than £875 (i.e., £1,312 less 
£437) was assessable to tax in his hands. 

Held, on the facts, that the whole of the £1,312 (1) was paid for his 
benefit, although the quantum was partly dependent on the fact that he had 
a wife and a child, and (2) was assessable income under Section 26(e) 


because it related, at least indirectly, to past services and to prospective 
services. 


Managers and Secretaries Association: An association formed mainly for 
the purpose of raising the status and advancing the interests of dairv factory 
managers and secretaries (by improving their technical skill) is not an 
association established for the encouragement of science. In so deciding, 
the Board doubted whether the manufacture of dairy products could, in anv 
circumstances, be described as a “science” in the sense in which that word 
is used in Section 23(¢). ; 


4 


Pay in Lieu of Holidays: Because he had not taken holidays during the 
previous six vears, the taxpayer in November, 1942, received a special pay- 
ment of £138 from his employers. He claimed that the amount. was not 
assessable income but a gift: also (alternatively) that if it were- assessable, 
it should be apportioned to the years in which the holidays were not taken. 


Held (1) that the sum of £138 was income assessable under Section 26(e), 
and (2) that it was derived during the year ended 30th June, 1943. Among 
the authorities cited were Shaw v. F.C. of Taxation, 27 C.L.R. 340: Grey v. 
Tilev, 16 T.C. 414; Denny v. Reed, 18 T.C. 254; Weston v. Hearn (1943), 
2 All E.R. 421. 


Refund of Overcharged Interest: For about seven vears taxpayer financed 
his business by borrowing at high rates of interest. On legal advice he took 
action which resulted in his obtaining a refund of £1,179 overcharged as 
interest. This sum was received in August, 1940. 

Held that the sum could not be (as taxpayer claimed) apportioned to the 
years in which the overcharges took place, and that it was assessable as 
income derived by him during the year ended 30th June, 1941. 

0 
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Residents of Australia: Taxpayer was born in New Zealand in 1883 and 
took up a government post in Malaya in 1906. For the next 36 years his 
home, and apparently his domicile, was in Malaya. Just before the capture 
of Singapore, he and his wife left hurriedly by ship, and after some days in 
Bombay, they accepted the offer of transport to Australia. They arrived in 
Perth in March, 1942, and have lived there ever since, but their definite 
intention is to return to Singapore as oon as possible, and live there 
permanently. 

The taxpayer’s only income for the year ane 30th June, 1943, was his 
Malayan Government pension from the instalments of which up to October, 
1942, Malayan war tax was at first deducted, but was subsequently refunded. 

Held that the taxpayer was a “resident of Australia” during the year 
ended 30th June, 1943, and was therefore assessable on the whole of his 
Malayan pension for that year, such income not being to any extent exempt 
under Section 23(q). 

Royalties: An Australian company secured the Australian performing 
rights of a stage play on payment of 1000 dollars (£312 Australian) “as an 
advance upon and to be deducted from the hereinafter referred to royalties.” 
That sum was not returnable in any event. The royalties were to be at the 
rate of 5 per cent. of the box office receipts. As the play was not a com- 
mercial success, the only payment made was the preliminary sum of £312, 
which was paid in New York. 

Held that the sum of £312 was a payment “as or by way of royalty’— 
Section 26(f)—and even in the absence of that provision would have been 
assessable income. Authorities cited: Taylor v. Dawson, 22 T.C. 189; 
Billam v. Griffith, 23 T.C. 757; McCauley v. F.C. of Taxation, 7 A.T.D. 
427; 3 A.I.T.R. 67. 

Note re validity of assessment: The assessment was made on the Aus 
tralian company, and was expressed to be made under Section 167, in 
respect of £312 paid as royalties to two individuals and a company, all being 
“non-residents.” Moreover, the assessment was made at the rate applicable 
to an individual and a statutory exemption of £88 was allowed under the 

1936-1941 Act. 

Although the matter was not raised in the objection, the Board pointed 

out that the assessment was not authorized by the Act.—Sections 25(1) (b), 

167 and 255. 

Questions as to Deductions 

Improvements made by Lessee: One of the covenants in a lease of a hotel 

property was to the effect that the lessee would comply with all orders and 
directions which might be made or given under statutes prescribing the 
powers, etc., of local governing bodies. The taxpayer company was the 
assignee of the lease and under the covenant mentioned it incurred an expendi- 
ture of £173 in meeting the cost of sewerage installations which were com- 
pleted by the local municipal council and charged to the company. The Board 
considered that the sewerage installations (1) were improvements not subject 
to tenant rights, on land of which the company held a lease. and (2) were 
“improvements which the company was required to make under the terms of 
the lease. The opinion of the Board was that a proportionate part of the 
expenditure was deductible in the year of income—Section 88(2). The 
company’s claim on these points was not embodied in the grounds of objection, 
and the Board’s opinion was tantamount to a suggestion that the Commissioner 
should reconsider the assessment. 

Insurance Benefits: Under separate agreements with each of its three 
directors and its sales manager a private company agreed to pay the full 
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amount of the premium on a policy of life assurance to be taken out by each 
of them. These were the only persons benefiting by the scheme, although 
the company had 40 employees. The sales manager was not a shareholder, 
and his policy was for £500, the annual premium being £26/9/2. The three 
difectors, who between them held a majority of the shares, were insured for 
much larger amounts, their annual premiums totalling £271. The Com- 
missioner allowed a deduction in respect of the premium on the sales 
manager’s policy, and disallowed the others. 

Held that, as there was no “fund” within the meaning of Sections 66 or 
78(1)(b) of the 1936-1942 Act, the claim could not be allowed unless it 
satisfied the requirements of Section 51(1) ; that to some extent the disallowed 
outgoings were not incurred in the course of gaining or producing the com- 
pany’s assessable income; and that the company had not established a claim 
to a deduction of more than one-third of the premiums actually paid on 
behalf of two directors and one-half of the third director’s premium. 


Repairs: Taxpayer bought a house as it stood, and immediately afterwards 
discovered that extensive repairs were necessary because of the ravages of 
white ants. His expenditure on the repairs (£211) was claimed as a deduction 
from the rents produced by the property. He contended that the principle 
of the Law Shipping case (12 T.C. 621) did not apply, since he did not know 
of the need for repairs when he made the purchase. 

Held that his lack of knowledge on this point was immaterial, and that the 
expenditure was of a capital nature. The Board cited the Granite Steamship 
case (13 T.C. 1) and said it was extremely improbable that the company in 
that case, before it recovered its ship from the German Government, knew 
what repairs would be required.—Section 53. 


State Income Tax and Federal Land Tax: As from 1st August, 1938, the 
taxpayer company acquired the assets anal undertaking of Company A, which 
had been carrying on a similar business. As part of the consideration, the 
taxpaver agreed to discharge all existing and accruing liabilities of Company 
A. The latter was assessed to State income tax on its income of the year 
ended 31st July, 1938, and to Federal land tax (£220) in respect of land 
owned at 30th June, 1938. These sums were paid by the taxpayer in 
accordance with the agreement. 

Held that Company A was and remained “personally liable” for the sums 
in question, and that they were not deductions allowable to the taxpayer 
under Section 72. 


Note: The objection did not make any claim under Section 51(1) but 
the Board expressed the view that even Company A would not have been 
entitled to deduction, under that section, of State income tax payments. 
As to the land tax, the sum of £220 paid by the taxpayer was considered 
to be part of the cost of purchasing the business of Company A, and was 
therefore an outgoing of capital. On this point the case was distinguished 
from Case No. 78 in Volume 10. 


Staff Insurance Scheme: A private company had two directors (husband 
and wife) who between them held two-thirds of the share capital, and were 
actively engaged in the business. Under a life assurance scheme, policies 
were taken out for amounts ranging from £500 to £1,146 in the case of twelve 
emplovees, and for £8,000 and £2,000 in the case of the managing director 
and his wife respectively. The company paid approximately three-fourths of 
the premiums on the directors’ policies, and deductions of the sums involved 
(£292 and £71) were disallowed by the Commissioner on the ground that the 
sums were paid for the purpose of providing benefits for the directors, not 


as employees: but as shareholders. The disallowance was the result of a. 
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general rule that if persons who, by virtue of their position as shareholders, 
were able to appropriate profits for their benefit in the form of contributions 
to a pensions or similar fund, Section 66(2) and the proviso to Section 
78(1)(b) of the 1936-1942 Act operated to disallow such contributions. 


Held (1) that it was not open to the Commissioner to apply any such 
common rule to all private companies, and that he must judge the facts of 
each case as he finds them; (2) that, on the facts of this case, the life 
assurances of the directors, to the extent to which they exceeded £2,000 for 
the managing director and £1,000 for his wife, were for their benefit as 
shareholders, and that it would not have been unreasonable if the company 
had paid half the premiums for those lesser amounts ; and (3) that deductions 
should be allowed to the extent of half of the premiums on policies of £2,000 
and £1,000 respectively. 

Note: The Commissioner’s representative contended that, under the 
proviso to paragraph (b) of Section 78(1), no portion of the companv’s 
contribution was allowable as a deduction if any part of same related to the 
provision of benefits to shareholders as such. This contention was rejected 
by the Board, one member taking the view that the proviso is inapplicable 
unless the whole of the benefits, etc., provided for a person specified in the 
proviso are provided for that person as a shareholder. The majority, 
however. considered that, under the substantive part of paragraph (b). any 
sum contributed hv a company could be allowed only to the extent to which 
it provided benefits for employees as such, or their dependants. 


Staff Pensions Scheme: In June, 1942, a private company contributed 
£1,000 to a fund established for a staff superannuation scheme, based on life 
assurance of its directors and employees. The scheme provided that the 
contributions to the fund by the company and each assured person should be 
5 per cent. of his salary. The two directors and their sons were actively 
engaged in the business and were the principal shareholders. The Com- 
missioner, applving the common rule referred to in the preceding case, allowed 
a deduction of £600 in respect of 13 emplovees, his opinion being that the 
remaining £400 was paid in order to provide benefits for the directors and 
their sons as shareholders. 

On examination of the scheme and the circumstances associated with the 
contribution of £1,000, the Board was unable to find any basis of discrimina- 
tion between employees who were shareholders and employees who were not. 
All contributors were on the same footing, their contributions being based on 
the actual amount of salaries (without any allowance for the fees of the 
directors or bonuses paid to their sons). 

Held that the full amount claimed (£1,000) should be allowed as a 
deduction. 

Questions as to Rebates of Tax 

Rebate under Section 107: The net profit of a private company for the 
year ended 28th February, 1941, was £648, and as no distribution to the 
shareholders was made within the prescribed time, the company was assessed 
to additional tax on an undistributed amount of £462. Some time later the 
company specifically declared that the whole of the £648 should be paid asa 
dividend, of which the taxpayer’s share was £162. At the time of the 
declaration the company’s accumulated profits included £917 which was 
derived during the year ended 28th February, 1940, and upon which tax had 
been paid under Division 7 of Part III of the Act. The taxpayer claimed 
that the dividend of £648 must be deemed to have been paid, as to £462, out 
of the undistributed amount (of £462) and, as to the balance, out of the 
accumulated amount of £917 and therefore wholly and exclusively out of 
amounts upon which it had paid tax under Division 7. 


i 
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Held (1) that, as the dividend was expressly paid out of the profits of the 
year ended 28th February, 1941, no portion could be deemed to have been 
paid out of previously accumulated profits; (2) that the amount of £648 
obviously could not have been paid “wholly and exclusively out” of the 
undistributed amount of £462; and (3) that the taxpayer was therefore not 
entitled to a rebate under Section 107. 

Maintenance of Spouse: The conditions upon which a rebate of tax is 
granted in respect of the maintenance of a, spouse include the following: 

(i) that the separate net income derived by the spouse in the year of 
income does not exceed £50; and 

(ii) that the taxpayer contributes to the maintenance of the spouse. 

In the first 84 months of the year ended 30th June, 1943, the taxpayer’s 
wife had a net income of £12, and was otherwise wholly maintained by him. 
Her net income for the whole of the year was £101. He claimed a pro- 
portionate part of the rebate for the period of 84 months. This claim was 
made under the first proviso to Section 160(2)(a) of the 1936-1943 Act. 

Held that the claim could not be allowed, as the proviso did not apply 
unless both of the above conditions were satisfied. 

Massage Fees: Section 160 of the 1936-1943 Act provides in sub-section 
(2)(d) for a rebate of tax (under certain conditions) in respect of amounts 
paid by a taxpayer “to any legally qualified medical practitioner, nurse or 
chemist.” 

Held that fees paid to a registered masseuse are not within the terms of 
the sub-section. 

EMOLUMENTS OF OFFICE 

The appellant was chairman and managing director of a company which 
bought on terms from a syndicate two mining leases. The syndicate agreed 
to pay the appellant 5 per cent. of the instalments of purchase money received 
by it in consideration of the appellant agreeing to charge the company nothing 
for his services as beyond his chairman’s annual fee of £100. A month 
afterwards the appellant assigned to P the sums payable to him by the 
syndicate in satisfaction of a debt owing by the appellant to P. It was also 
agreed that the appellant was to be entitled to receive the sums paid by the 
syndicate and to use these sums by way of a loan free of interest from P. 

Held that the payments received by the appellant from the syndicate were 


assessable to English income tax as emoluments of his office. Parkins v. 
Warwick (1943) 25 Tax Cas. 419. 


VALUATION OF TRADING STOCK FOR INCOME Tax PURPOSES 


An address on the above subject was given in Sydney by Mr. J. M. 
Greenwood, A.1.c.A., under the auspices of the Institute of Registered Tax 
Agents on Tuesday, March 27th, 1945. Mr. Greenwood dealt with the 
general principles of stock valuation, the present provisions of the Common- 
‘wealth Income Tax Assessment Act, the problem of war-time stocks, and 
suggested amendments. At the conclusion of the meeting the following 
resolution was carried unanimously : 

“That this meeting, representative of the commercial and professional 
community, hereby resolves that an amendment to the income tax law is 
urgently necessary for the purpose of: 

(a) preventing hardship and minimising economic disturbance after the 

war arising through sales at deflated prices; 

(b) defining the authorised bases of valuation in clear and unambiguous 

terms ; 
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(c). widening the authorised bases of valuation in order to include methods 
which are in accordance with modern accounting practice throughout 

~ the world; 
and this meeting further resolves that the foregoing amendment should be 
introduced at the earliest possible moment.” 

(The Editor has been requested to announce that copies of the foregoing 
address are obtainable from the Secretary of the Institute of Registered Tax 
Agents, 15 Bligh Street, Sydney, at a cost of 1/- each.) 


Amounts Paip To SUPERANNUATION OR LIKE FUND ON BEHALF OF 
EMPLOYEE—WHETHER PAYMENTS ASSESSABLE IN HANDS OF 
EMPLOYEES IN YEARS IN WHICH PAYMENTS MADE 


In response to an inquiry on behalf of Butterworth’s Taxation Service on 
this subject, the Deputy Commissioner has advised as follows: 

“With reference to your letter dated 30th April, 1945, I desire to advise 
that the statement in Smuth’s Weekly concerns the liability of an employee, 
in certain circumstances, to income tax on contributions paid for his benefit 
to a provident fund by his employer or the payment of premiums by the 
employér on an assurance effected for the benefit of the employee. 

“The Department did not have occasion to consider this matter until the 
last twelve months or so when it came to the notice of the Department that 
attempts were being made to misuse the provisions of Section 66 and 
Section 79 of the Income Tax Assessment Act, 1936-1944, to relieve some 
employees of part of the present burden of taxation by diverting part of 
normal remuneration into provident funds established for their benefit. These 
funds were so designed that the employee beneficiary was placed in just as 
favourable a position as he would have been if he had received the payment 
made to the fund and had himSelf invested the money so received. A similar 
position might be considered to arise where policies of assurance are effected 
for the benefit of employees. 

“The Department was accordingly obliged to consider the question of the 
assessability of the employee in respect of the amount contributed for his 
benefit to the fund. 

“As a matter of strict law, it appears to the Department that if the 
employee has absolute and indefeasible rights to the benefits provided for 
him by the employer, upon reaching the retiring age or upon the termination 
of his employment at any prior time, the payments made by the employer to 
provide those benefits form part of the assessable income of the employee for 
the year of income in which they are made. It is recognised, however, that 
in the majority of these cases the payment by the employer is a bona fide 
retiring provision and that it is not made for the purpose of relieving the 
employee of taxation. In these cases the existing departmental practice will 
not be disturbed. Accordingly, the payments made by the employer for the 
benefit of the employee will not be regarded as forming part of the employee's 
assessable income even although the employee has absolute and indefeasible 
rights. 

“The Department reserves the right, however, to require the employee 
to include the payments in his assessable income in those cases where it is 
satisfied that the sums paid by the employer are in reality part of the 
remuneration of the employee and that the procedure adopted by the employer 
is substantially an attempt to relieve the employee of the obligation of paying 
income tax thereon. In these cases, the employee will, for purposes of the 
rebate provided by Section 160(2)(f), be regarded as having made the 
payments and allowed the benefit of the rebate.” 
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In a recent case ‘before the English High Court the taxpayer agreed in 
writing to continue in the service of a company for a term of twelve years, 
and the company agreed, inter alia, so long as he remained in its employment, 
to pay the annual premium on an insurance policy securing to him an annuity 
on his retirement twelve years hence or certain alternative benefits. Held 
that the insurance premiums so paid by the company were assessable income 
of the taxpayer. Richardson v. Lyon (1943), 25 Tax Cas. 497. 


DEFERRED MAINTENANCE—PRIVATE COMPANIES 

Private companies which have made deposits with the Commissioner in 
respect of the estimated cost of deferred maintenance as provided by s.53A 
should be careful in recording this event in their books. It is of the utmost 
importance that the undistributed net profit should be kept in harmony with 
the “undistributed amount.” Unless care is taken deferred maintenance 
might well be the means of destroying the whole or part of the “undistributed 
amount,” and thus preventing a distribution subject to the rebate provided 
by s. 107. 

Example: A private company made a deferred maintenance deposit of 
£5,000 during income year ended June 30, 1945. The company debited this 
amount to a deferred maintenance deposit account in its books and included 
this item as an asset in its balance sheet. No other entry was made in the 
books of account. The “undistributed amount” in respect of year ended 
June 30, 1945, is therefore £5,000 less than the undistributed book profit. 
The company calls up the whole of the deposit of £5,000 during year ended 
June 30, 1947, and credits the amount repaid to deferred maintenance deposit 
account, thus eliminating that account. Assume for the sake of simplicity 
that the company spends exactly the sum of £5,000 on repairs during the 
same year and debits the expense so incurred to Profit and Loss Account. 


The net profit for year ended June 30, 1947, is £23,000, as follows: 


Profit before charging deferred maintenance .. .. . £40,000 
Less cost of deferred maintenance incurred during y year . 5,000 


£35,000 
Less provision for taxation—£40,000 at 6/-in#...... 12,000 


PE 6. naka Se. wa Oe De Be. eO0RS S808 Be ewe £23,000 


The undistributed amount for year ended June 30, 1947, is, however, 
£28,000, as follows: 
Peet OUGT as OOF GOUUUNES 2.40 oo oc cc os se cs es oo SRR 
Add 
Deferred maintenance deposit repaid during year to be 
included in assessable income in year of repayment 
ER gs tc Mie heed We Oe ep. a wee Ue. -ae Oakes 5,000 
eee er a 


Faxable income .. .. uc ce ce ve 0k 0s cc ee Ke ee ce £40,000 


Less 
Ordinary Income Tax payable .. .. .. .. .. .. .. +. 12,000 


ee ee ee ee ee ee £28,000 
\lthough the company has an undistributed amount of £28,000, which h will 
hear private company tax, the amount available for s.107 distribution is 

limited to £23,000, being the net profit as per the company’s accounts. ~ 
To avoid this situation, the company should have debited an amount equal 


PD 
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to the deferred maintenance deposit to the Profit and Loss Account for the 
year in which the deposit was made, and raise a Provision for Deferred 
Maintenance Account for the same amount. 

It is suggested, therefore, that private companies, in order to protect their 
“undistributed amounts,” should adopt the following accounting procedure 
in connection with deferred maintenance deposits : 

(1) Debit Profit and Loss Account with an amount equal to the amount 
of the deferred maintenance deposit and credit Provision for Deferred 
Maintenance Account with the same amount, i.e., in the year in which 
the deposit is made; 

Debit the deferred maintenance cash deposit to an asset account; 
Debit Provision for Deferred Maintenance Account with the cost of 
deferred maintenance actually incurred during any year, not exceeding 
the amount required to be repaid by. the Commissioner in that year. 
N.B.: Any excess of actual expenditure over the refund in any year 
should be debited to Profit and Loss Account ; 

Credit the amount repaid by the Commissioner to the asset account 
raised when making the deposit, vide item (2) ; 

If, in the ultimate result, the deposit with the Commissioner exceeds 
the actual expenditure charged to Provision for Deferred Maintenance, 
the difference will be transferred from Provision for Deferred Main- 
tenance to the credit of Profit and Loss Account of the year in which 
the refund of that difference is received from the Commissioner. 


MEANING OF “INCURRED.” 

After protracted litigation, the taxpayer company, under an order of the 
Court made in May, 1941, paid to another company the sum of £9,996 in 
June, 1941. This sum, which was admittedly an allowable deduction, repre- 
sented principally a refund of excess commissions collected. In June, 1940, 
in expectation that it would be ordered to make a payment, the taxpayer 
company issued to the other company a credit note for £6,663 and claimed 
that sum as a deduction for the year ended June 30, 1940. Held that claim 
disallowed (10 C.T.B.R. Cas. 48). “The decision in W. Nevill & Co. Ltd. v. 
F.C. of T. (1937), 56 C.L.R. 290, 1 A.I.T.R. 67, implies a rule to the effect 
that a liability to pay an ascertained sum is not incurred until the sum 
becomes due and payable,” at pp. 146-147. 





The Nature and Use of Time Study 


By A. G. Gibbs, B.£., A.m.1.£. (Aust.), A.M.1.P.E. 


(Being a lecture delivered to the Australasian Institute of Cost Accountants, 
South Australian Division, on 20th June, 1945) 


I. Introduction 

For centuries, man has been using his ingenuity to develop quicker and 
better methods of overcoming the many and varied problems involved in 
producing goods to suit public requirements. This process of development 
has been a natural one, old ideas being gradually superseded by better ones 
and the skills connected with each trade being handed down through the ages 
by the young craftsman, either by word of mouth or observation, in his 
endeavours to increase the knowledge of his particular trade. 

These methods and skills, however, were known only to the craftsmen and 
very few attempts were made to standardise methods for producing goods. 
The craftsman who started the job produced it by his own method, perform- 
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ing all operations from the start to the completed job. If a hundred craftsmen 
were to produce the same article there were likely to be almost a hundred 
different methods used. 

With the increasing demand for goods during the last century came the need 
for improved rates of production. The only solution was the standardising 
of methods and equipment, which presented a major problem until, in 1881, 
Mr. F. W. Taylor developed the theory that standards could be established 
by studying times with a stop watch. He found that the value of standards 
increased according to the extent to which they were based upon measuring 
instruments, and that time study with a stop watch provided the best means 
of making an analysis of methods performance, equipment requirements and 
the times required to perform the operations or elements of operations involved 
in a production process. 

The introduction of this technique at the end of the last century brought 
about changes in the manufacturing industry of no less significance to the 
world than the intense industrialisation of England a century earlier. It was 
introduced at a time when the mass production theory was being born, which 
made its development possible. 

II. Time Study Definitions 

Before proceeding further with the subject, it is first necessary to establish 
a number of definitions. One of the best books written on the subject is 
Schumard’s A Primer of Time Study. He defines time study as “a science 
covering the true measurement of time as applied to industry standardisation 
in which proper machine performance measures human endeavour and con- 
ditions surrounding them for the purpose of analysis and standardisation.” 

He defines standardisation as: “To embrace a model manner in which a 
task is accomplished, using the: proper machinery and the most desirable 
methods under average conditions where both costs and labour are satisfied.” 

In his book on Shop Management for the Shop Supervisor, Davis writes: 
“Time study is a searching, scientific analysis of methods and equipment used 
or planned in doing a piece of work, the development in minute detail of the 
best manner of doing it, and the accurate determination of the time required. 
Time study, although sometimes misused for such purpose, is definitely not 
a ‘sweat shop’ device designed to speed up the worker; nevertheless it is 
sometimes implied to be a means of exploiting him by forcing him to do 
more than a reasonable amount of work for less than a fair day’s pay. 
When assertions are made, they usually indicate a failure to realise that any 
sound principle may be misapplied, and that it is the application, and not the 
principle, that is unsound. If increased production is not the result of a 
‘speed-up’ in the sense of emplovee exploitation, then where does it come 
from? Asa rule it may come from any of five sources: 

(1) Improved working conditions. 

(2) Improved methods of work. 

(3) Definite service objectives. 

(4) Training. 

(5) Greater interest in and application to the job.” 

Schumard explains the need for time study as follows: 


“The successful conduct of any business requires exact information cover- 
ing every detail of its operation. This information must be unqualifiedly 
accurate. It must be obtained simply and must be complete enough to give 
to the persons responsible for the operation of the business a thorough 
knowledge of its every detail.” 


He continues with a warning on the care required in collecting and using 
the data: } 
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“Time study does not become a secret document confined to the use of the 
plant management. It is an accurate group of data that covers the best and 
most efficient manner of completing a job under given conditions. It 
becomes a set of instructions used in arriving at ideal conditions. Since it 
specifies the measurement of time, the time allowances must be correct and 
subject to proof. Only persons having skill, training, and thorough ability 
should attempt time study. Its success yields wonderful results, while its 
failure causes heartaches beyond words.” 


III. The Nature of Time Study 

To comprehend fully the necessity for time study it is essential to consider 
the nature of present day manufacturing. This will show that the modern 
organisation rests on an accepted body of principles and practice whereby 
orderly and effective operation can be planned for and maintained by the 
co-ordination of the operations of all the departments of the business so that 
a soundly formulated programme may be made for the business as a whole, 
From this flows the necessity for standardisation, which, in manufacturing, 
means the setting up of standards whereby a product is made in the same way 
every time it is manufactured and the standard method of doing it is the best 
that can be devised at the time. 

Standards are not unalterable; on the contrary they are subject to change 
and will be progressively improved. Their value increases with the extent 
to which they are based upon measurement, and therefore it should always 
be the object to formulate standards with measuring instruments. Time 
study, with a stop watch, provides the best means for making an analysis of 
methods of performance, equipment requirements and the times required to 
perform the operations or elements of operations involved in a production 
process. 

The time study man is not just a “stop-watch” man, as many appear to 
think; his duty is to see that the operation is being done in the best way, to 
see that the correct tools are being used to check the efficiency of all jigs and 
fixtures, and recommend any alterations or additions which will make the 
job lighter or easier for the operator, thus assisting in reducing fatigue and 
also to see that the operator is suited for the machine. The stop watch only 
comes into play as a method, and is the only method of checking the efficiency 
of the time study man’s other activities when the operations are of short 
duration. The use of stop watches is only incidental to the big job of keeping 
a large factory in operation without gaps in production because not enough 
advance information was available. 

At this stage it is essential to have some idea of the principles of time study, 
which may be summarised as follows: 


(1) A correct time study consists of a study of the product to be made, 
dividing the process into operations, sub-dividing the operations into 
proper elements and recognising all things connected with the element 
and accurately timing each proper element for the purpose of analysis’ 
and standardisation. To do all this, the time study man must know 
the reasons for and the purpose of the operation. 

The analysis consists of a careful scrutiny of the work of all sections, 
such as material supply, tooling, equipment, working conditions. and 
so on. The man must have sufficient knowledge to enable him to 
judge whether the tools and equipment are the most efficient for the 
job. 

The aim is to eliminate every unnecessary operation and correct false 
operations so as to find the most efficient method of performing each 
operation and to have standardised equipment and a record of the 
working time. The time study man must know the ultimate function 
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of the part in order to make any recommendations on unnecessary or 
false operation. 

Having made an analysis and rectified the inefficiencies in the elements 
involved, the next step is to set down in detail all the acts to be per- 
formed by the operator throughout the operation, and to ‘establish 
standards. 


IV. Time Study Procedure 

With the adoption of these principles, methods become standardised and 
working conditions are improved. It is then that the actual production times 
are taken by stop watch, actual times being necessary as theoretical calcu- 
lations are not always correct. This actual time then becomes the basis for 
determining the standard time, which is the time allowed for the job. 

Turning now to the procedure involved, it is only necessary to concern 
ourselves with the general method, and elaborate more on the difficulties and 
dangers associated with improper procedures. 

The observer selects an average competent workman for the job, some- 
times as the result of his knowledge of the men or after watching them 
carrying out their work, and frequently after consultation with the foreman. 

Efforts are made by the observer to put the operator at ease, mainly by 
general conversation and by asking the operator any points relevant to the 
job he is doing. 

The observer then analyses the correctness of the following points in 
relation to the manufacturing plan before timing the operator : 


Material 

Material handling facilities. 

Working conditions, 

Tools, jigs and fixtures. 

Equipment. 

Necessity of operation. 

Standard of inspection required. 
Method of performing the operation. 


Usually three readings are taken of the elementary operations and this 
suffices if they are not irregular and no variable factor is present. The base 
time is the average of the three times plus the minimum divided by two. 

The standard time, however, cannot be established by the arithmetical 
average of the time readings recorded on the time study sheet, because account 
must be taken of other factors which will affect the time required to perform 
the operation repeatedly over an extended period of time by an operator of 
average ability. One of these factors is dependent upon the skill and effort of 
the particular operator who has been timed, and it is usual to apply a composite 
levelling or rating factor to the average of times recorded. The result will 
be the net standard time. Alkwances must then be made for personal time, 
fatigue and contingtncies (known as “A” and “B” allowances), thereby 
giving a standard time. The “A” allowance is an overall figure to cover 
personal factors such as fatigue, break-down, power shortage, broken tools 
and minor interruptions. In general, it is a minimum of 10%. The “B” 
allowance is fixed and applied where there are unusual features which cannot 
properly be timed as part of the elementary timing, and, in the case of a 
certain component, there may be an extra allowance for variations from 
month to month. 

The standard time is based on ideal conditions and as such conditions will 
not in practice prevail over an extended period, it is not to be expected that 
over such a period workmen will maintain 100% efficiency. 
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V. Time Study Application 

Since the introduction of time study, the information it supplies has been 
applied to many other functions and it is considered to be the only reliable 
method whereby management can determine in advance the many important 
factors necessary to control industry scientifically. 

Perhaps the earliest use of time study was to develop the best way to 
perform an operation by an analysis of methods and equipment, and deter- 
mining the time required for the performance of the operation. It constantly 
seeks to improve methods and is a never-ending process. It provides the 
basis for the standard operation card or sheet which sets out the exact 
method of operation so as to ensure that that method is always followed 
until replaced by a properly authorised improved method. It establishes the 
standard times for the performance of the operations and the uses of standard 
times are constantly being extended. 

When standard times are established for all the basic operations, the 
information can be used in relation to comparisons or studies which may be 
taken out for the purpose of arriving at the advisability of changing one 
method of manufacturing a part to another, or the desirability of changing 
a material and determining the relative productability of one type of material 
against another. 

Standard times are of importance in the determination of schedule time or 
general measurement progress, and in the determination of what machine 
tools are required, apart from the fact that they are required. 

It helps, in analysing the future loading of manpower in the plant, to view 
with some fair degree of accuracy any variations in the possible number of 
employees required. If there were an indicated dip in the production it wouid 
show up and enable action to be taken to fill that gap. On the other hand, if 
the rise in production showed an increase in labour, one could determine with 
some degree of accuracy what amount of labour was required in the future. 

In order to make quotations for new work, and effectively estimate and 
attain something like a reasonable cost, it is essential to have some form of 
standard costing. 

VI. Time Study and the Arbitration Court 

No talk would be complete without some reference to the time study case 
which was heard before Judge O’Mara in the Arbitration Court in March 
and June of last year. Without becoming involved in the merits and demerits 
of the various discussions, it is worth referring to extracts from the judgment 
which are of general interest. The various unions concerned asked for an 
order prohibiting time study methods. His Honour made the following 
comments : 

1. ‘It can be said that there is uncontradicted evidence that the system 
adopted is a conventional and orthodox system of time study.” 

2. “There is no evidence that either foremen,,sub-foremen or leading hands 
were ever asked to urge or drive a workman to work atthe rate of standard 
time and it is not without significance that no workman has been called to 
testify to being hard- or over-driven.” 

3. “For purposes such as planning, estimating and costing, an employer, 
particularly in a competitive industry, if.he is to survive, must estimate the 
time it will take to produce the article he manufactures and ascertain the 
time it has taken to produce that article ... . 

“The employer will be left to select for himself and use the method he 
considers most suitable, provided always that such selection and use does not 
result in his employees being treated unjustly or oppressively. There are 
some aspects of this so-called scientific management which may not appeal 
to those who as yet have seen little they like in the spectacle of men and 
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women being standardised and calibrated, but facts must be faced, and with 
the development of mass production, the adoption of standards and the 
necessity Of making accurate observations to fix those standards appear to be 
inevitable.” 

4, “In all the circumstances, I must hold that there is no evidence of any 
abuse which was directly attributable to time study. As I| have stated, the 
abuses which were alleged to have taken place were just as possible and as 
probable under any system of measuring production.” 

5. “The case for prohibition must fail. While the objection to the mere 
taking of time by a stop watch must be brushed aside as frivolous .. . . | feel 
that since in some way or other the observations will almost certainly be 
used to affect employees in the performance of their work, the making of 
time observations should be above suspicion and to place it in that position 
may necessitate regulation.” 

6. “Although I have upheld the right of the employer to make and use 
time study, there are in my opinion many operations in rejation to which as 
yet time study can be none other than an irritant. I have in mind occupations 
in which the skill and experience of a craftsman in the planning, preparing 
and execution of his work are involved and I will be prepared to consider 
prohibiting the use of time study in such cases if it is made to appear that its 
use is contemplated or likely.” 


How STANDARDS CAN BE USED BY THE CosT ACCOUNTANT 
(By W. H. Cattrall) 


We have listened with considerable interest to Mr. Gibbs’ lecture on “The 
Nature and Use of Time Study,” explaining how a standard of time is fixed 
for a part which is to be produced. 

The Council of your Institute felt that, no matter how clearly the subject 
was presented from a technical angle, it might be helpful to have a cost 
accountant deal with the use of time study for accounting purposes, and 
invited me to undertake the task. 

Having obtained standard times, there are many ways in which the cost 
accountant can put them into use. Standard costing of labour is increasing 
in its use and undoubtedly will continue to be used more and more, as, what- 
ever its faults, the development of labour costs by standards is infinitely more 
economical and, I believe, more accurate than any alternative method. To 
have a reliable standard costing set-up, it is not too much to say that you 
cannot have standard labour costs of any real worth unless you have standard 
operation times based on time study. 

Let me give you some of the ways that standard times can be used: 


Compilation of plant efficiencies to show the management the trend of 
productive labour. 

Briefly I will explain how efficiencies can be compiled and issued. We have 
a standard costing system set-up in a plant that is divided into many depart- 
ments. Each department is divided into Groups of Operations, and for each 
group we have allotted a Group Number, and a Standard Time has been 
given for each part that goes through the operation. 

The actual time of the group is the number of employees in the group 
multiplied by the actual working hours for each employee. For the same 
group there is a counting area through which the completed production flows, 
with the production recorded on a Daily Production Return. The number 
of parts is multiplied by the standard times, which, when totalled, give the 
iotal standard time. 

_We now have for each départment the Total Actual and Standard Time 
lor each group and can arrive at a percentage of the Actual to the Standard, 
Which is the efficiency. 
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An efficiency report is prepared for each department, showing the grow 
numbers with the total daily and cumulative Actual and Standard times with 
efficiencies for each. 

This process of getting the percentage of labour efficiency can be isolated 
to areas as small as it is deemed economical to use; likewise, the accumulation 
of these small areas gives departmental efficiencies and overall efficiencies, 
In practice, the efficiency percentages should be broken down to a relatively 
large number of areas, so that it is possible for the production manager to 
know where opportunity exists for improvement of production. If the are 
comprised by one efficiency statement is too large, it puts the supervision 
somewhat in the position of having to search for a needle in a haystack, Of 
course, we all realize that labour efficiency is not just a question of how hard 
the men work ; more often than not it is a case of having the flow of materials 
and physical facilities generally right, and if efficiencies are low, the first 
thing to look for is what is going wrong with the flow of materials and the 
general technical facilities which are used to produce the goods. The follow. 
ing executives should receive copies of efficiencies : 

Production manager. 
Departmental superintendent. 
Departmental foreman. 
Standards department manager. 
Cost accountant. 

Prompt publishing of these reports the next day can also be of much 
value to the superintendent’ and the foreman, and helps them to make any 
corrections necesSary. ; 

The efficiencies become a daily measure of the actual performance a 
against the standard time set by time study. Perhaps the standard time has 
been the basis of labour cost in a quoted price, at a fixed percentage of 
efficiency. Therefore it is very necessary that we should know what efficiency 
we are actually achieving. 

Compilation of quotations for contracts: If we know the standard time of 
the article for which we are quoting a price, we are able to compile a labour 
cost for the price formula. 

The cost accountant is supplied with the standard times by groups in the 
departments for the article, and is able to compile a standard cost. 

Seeing that we have efficiencies compiled from standard times in the same 
groups, it is first wise to ask the production manager is there any reason why 
the efficiency percentages will not continue. Should he agree that they should 
continue, we add the percentage of inefficiency for each group or department 
to the standard cost and obtain what the actual cost will be. 

If we are fortunate in getting further business and we know what efficiencies 
are in the quotation, the cost accountant is able to watch the progress of 
achieved efficiencies and get a good idea whether a profit or loss in going t0 
‘be made. This control would not be possible if standard operation times 
based on time study were not available. 

E ficient working of an incentive plan: Accurate standard times are neces 
sary effectively to operate an incentive system of wages. Almost irrespectivt 
of the nature of an incentive system, it is almost imperative for its succes 
that it should be based upon standard times developed scientifically by tim 
study. 

I think it is universally admitted that it is a fatal mistake to apply a 
incentive system until a factory is already operating very efficiently, so tha 
there is a minimum chance that rates, once esgablished, will have to be cut 
It is extremely difficult to visualize rates set under an incentive system being 
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sufficiently accurate to be sustained unless they are based upon efficient use 
of the time study methods. 

Standard times here would be used for compiling the efficiencies of groups 
of operations of a similar nature. There are many ways that the employee 
can benefit after a set efficiency percentage has been passed, so you can see 
that if the standard times are not accurate, both sides can be unhappy. 

Forecasting of future employment required for a known volume: Standard 
times can be used for forecasting future employment when we know the 
yolume and projects that are scheduled to be produced and, of course, pro- 
viding the projects are the same that have been time studied. 

It is not always the cost accountant’s job to compile this information. The 
production manager’s department usually prepares the figures, but I will 
briefly tell you how it is obtained. 

The schedule of future production is broken down by requirements, show- 
ing the articles and quantities required per week, month or year. 

Let us take a known quantity required per week. We set up a statement 
showing the articles required, with quantities. Having been supplied with 
the standard times by departments for the articles, we multiply by the 
quantities and thus obtain a total standard time by departments. 

We know what efficiencies can be achieved for the same articles, so by 
adding the inefficiency percentage to the total standard time we have what 
the total actual time will be. Once we have the actual time, it is a matter of 
dividing the actual working hours of an employee per week and you have the 
number of production employees required. 

From known percentages of non-productive employees to productive 
employees, we can apply the percentage for non-productive to the required 
productive, add to the productive, thus forecasting the total employees required. 

To-night we have only been dealing with standard of time, and there are 
many more advantages than those I have stated, but I think I should mention 
that standards can also be effectively set for material costs and manufacturing 
expenses. 

Of course, a complete standard costing system should provide for standard 
labour, material and expense. 

You have the control of productive material by setting a Standard of Usage, 
whereby all in excess of the standard is charged as an expense against the 
department. 

Manufacturing expense is controlled by preparing a budget that is built up 
ov a Standard Expense required for a given volume. All in excess of the 
standard shows as an inefficient operating of the department. 

All these standards can be the basis of the selling price of an artcile, and 
when exceeded, mean a loss to the company. 





FACILITIES FOR STUDY AND EXAMINATION IN A GERMAN 
Prison CAMP 
The Registrar, 
The Commonwealth Institute of Accountants. 


As an Australian Educational Officer, and one who took part in exam- 
inations at Oflag VII B, I felt that it would be of interest to your Institute 
to learn a few particulars of our educational difficulties and to appreciate and 
understand our attitude to study and to the more serious question of passing 
examinations. 
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Upon reaching Oflag VII B, silence rooms were instituted as a highly 
necessary part of the camp’s activity, as it may well be appreciated that when 
sixteen or more officers live, sleep and eat in the same room there is little 
silence, and to concentrate is almost an impossibility. 

In these silence rooms were tables and benches, and there one could 
reasonably settle down to work without fear of too much interruption, 
Unfortunately the facilities for providing sufficient of these rooms soon came 
to an end owing to more arrivals, and one had to arise at seven to secure a 
place at a table, which six officers used at the one time. However, it was 
there that our work was done. 

I would like to say in regard to our difficulties that cold played an enormous 
part. We here in Australia, in a temperate climate, hardly appreciate the 
bitter cold of Germany, when insufficient fuel is provided to keep a reasonable 
fire going, and also inadequate food of the right type was issued to us so that 
we might keep warm. It was by no means an uncommon sight to see someone 
working in greatcoat, balaclava and gloves, and it was sometimes in these 
conditions that we had to sit for examinations. 

Our worries were that it was quite impossible to forecast when the Institute 
papers would arrive in our camp, also that having done the paper, whether 
it would arrive home to be marked. However, as you know, papers were 
done and they did get home. 

German reprisals for deeds done or supposed to have been done in English 
camps for Germans also affected us in various ways. One half of our camp 
was handcuffed at various times, and other reprisals consisted of removing 
our stools, tables and mattresses in the middle of winter, and the closing ot 
our precious silence rooms. Add to this all day searches when the Gestapo 
and $.S. were searching for contraband, and we were forbidden to be in the 
building, and one can see that although we had time, the inclination was not 
always to the fore. 

Nevertheless for all these things we had a particularly good opportunity 
to study, and although I have said a lot about our difficulties, there were many 
times and occasions when study was the best and most desirable thing for us. 

Examinations were conducted and frranged by our Educational Officer, 
Major Elliot Viney of the Ox. and Bucks. Regt. 

Upon the papers being received by the Germans, Major Viney was notified 
and he assumed sole charge of the papers until the examination day, when 
they were issued out by him to the candidate. When the examination was 
finished, Major Viney took charge of the finished papers and forwarded them 
through the Red Cross to the various Institutes concerned. 

Invigilating was conducted according to the rules laid down by the Institute 
concerned, and in regard to Australian examinations two officers who were 
at least known to the Institute were invariably chosen. It was stressed 
always that examinations must be held on the strictest basis, as it will be 
appreciated that it would only need a whisper that the invigflating was lax 
and all Institutes and Universities would refuse to allow examinations to be 
held in our camp. 

In concluding I would like to say how much the officers appreciated the 
Institute’s kindness in forwarding the papers, accepting entries without 
fees, and marking, and forwarding cables of results to us through the Red 
Cross. Accept our many thanks. 

J. O. Wick1nc. 
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The Accountancy Profession and the Universities 

In New Zealand there has always been a close association between the 
University and the New Zealand Society of Accountants. From the inception 
of the society in 1909, the University has conducted the society’s exam- 
inations, and accountancy subjects are included in the Commerce Degree of 
the University. In 1943 the president of the society reported to members 
on steps that had been taken by the council to secure a University degree in 
accountancy. Representations in support of the proposal have been submitted 
by a sub-committee of the council of the society and are under consideration 
by the University. It is emphasised “that an important part of the proposed 
course should be in ensuring a better cultural grounding for members of the 
profession,” and it is even suggested that the accountancy degree might be 
substituted for the commerce degree. 

In Australia there is a measure of co-operation between the Universities 
on the one hand and the Commonwealth Institute of Accountants and the 
Australasian Institute of Cost Accountants on the other. The examinations 
in accountancy and accountancy law subjects of the Universities of Mel- 
bourne and Queensland are accepted by the Commonwealth Institute as 
entitling candidates to exemption from the law subjects and the accountancy 
subjects. Thus those students who have passed in these subjects and have 
also passed in a University subject corresponding to Banking, Finance and 
Foreign Exchange at the University are required to do only the Federal 
income tax paper of the Institute. Similar arrangements with other Aus- 
tralian Universities are in train. The policy of the Australasian Institute of 
Cost Accountants is to grant exemption to University students who have 
passed University examinations equivalent to those of the Institute, so that 
students of the University of Melbourne who have passed the accountancy 
subjects, including cost accounting, are admitted to membership of the 
Institute without further examination, while those students who have com- 
pleted the accountancy subjects except cost accounting are required to pass 
the final examination of the Institute. 

From England we have recently received evidence of a desire for closer 
association between the profession and the Universities. The Accountant, 
on April 28 last, published a report (reprinted in this issue) of a joint com- 
mittee representing the Institute of Chartered Accountants in England and 
Wales, the Society of Incorporated Accountants and Auditors, the Association 
of Certified and Corporate Accountants, and the Universities of Birmingham, 
Durham, Leeds, Liverpool, London and Manchester, giving details of a 
scheme to provide improved facilities for education in the Universities of 
prospective members of the profession. 

In an editorial comment on the report, The Accountant says that the pro- 
posals are designed primarily “to erase two very notorious black spots. In 
their broader aspects, they aim to secure for the profession the services of 
men and women having the advantage of a broader cultural outlook than 
has hitherto been ordinarily possible. On the more practical side they frankly 
recognise the inexpediency of expecting candidates at one and the same time 
to spend their davs in the exhausting toil of detailed professional engage- 
ments and their nights in the even more exhausting slavery of concentrated 
theoretical study. . . . We have every confidence that our readers will agree 
with us that these proposals destroy no professional traditions but constitute 
on the other hand a desirable development which is not a revolution. It may 
be possible to suggest improvements, to fill in gaps, or even to assist by 
modifying points of detail, but we have no doubt that the direction in which 
the proposals look is thoroughly in accord with modern ideas. . . . The future 
of the profession rests ultimately on the personal character of its members, 





288 THE AUSTRALIAN ACCOUNTANT AUG 


and the Universities are, par excellence, institutions where human character 
is developed in a unique way.” 

The scheme has attracted considerable notice in England and in an article 
on May 5 the Economist commented as follows on the proposals: 

“The purpose of the scheme is to attract into the profession men and 
women of the highest character and intellectual attainments. 

“This initiative deserves to be warmly welcomed. Accountancy has hitherto 
tended to be one of those professions—banking, insurance and the solicitor’s 
branch of the law are other examples—which have, by the force of circum- 
stances and their own professional requirements, held themselves somewhat 
aloof from the main stream of the nation’s intellectual life. There has, of 
course, been in no sense a ban on University graduates in the profession, but 
the graduate, so far from being given any credit for his higher education, 
has been put under the severe handicap of age if he wished to enter the 
profession. Not all these handicaps are now removed. .. . 

“It would be wrong to criticise too severely what is doubtless only a first 
step. But there is evidence in the document that the committee has drawn 
up of a certain ambiguity about the purposes that the scheme is intended to 
serve. It is an ambiguity that has, in recent years, been obscuring a number 
of walks of the national life; it is the confusion between education and 
vocational training, and matters of far greater moment than the welfare of 
the accountancy profession depend upon its being clarified. What is good in 
the present scheme is its recognition that a university education is of value 
to a man or woman entering even a technical profession. This is a great 
advance, both in the particular context and in the general. Accountants have, 
in recent decades, been working themselves into a more and more command- 
ing position in all sections of the business world, and it is clearly imperative 
as was said in another connection, that we sheuld educate our masters. And 
in general, this move back towards the virtues of a broad education and a 
catholic competence are a refreshing change from the contrary tendency 

frequently exemplified in recent years, to set up ever more watertight 
compartments, each jealously guarded by a set of exclusive ‘professional’ 
qualifications. 

“What is less reassuring is that the accountancy profession is not prepared 
—at least not yet—to grant facilities of entry to their ranks to the University 
graduate in general. Of the prescribed course, one part is to be in accountancy 
itself—not hitherto generally regarded as a University subject—and the other 
major part is to be in the general subject that is most akin to accountancy. 
This, no doubt, is the concession that had to be made to the section of the 
profession which still holds that the best training for an accountant is 
accountancy. But it invites the retort that, on the contrary, the best pre- 


liminary training for any professfon is to learn how to think, which is not , 


be learned exclusively—if indeed it is to be learned at all—from any 
particular combination of vocational and semi-vocational studies.” 


REPORT OF A JOINT COMMITTEE REPRESENTING THE UNIVERSITIES AND 
THE ACCOUNTANCY PROFESSION 

A year ago, the Committee of Vice-Chancellors and Principals and the 
Institute of Chartered Accountants, the Society of Incorporated Accountants 
and the Association of Certified and Corporate Accountants appointed a Joint 
Committee for the purpose of exploring the possibility of providing improved 
facilities for the education in the Universities of England and Wales of 
prospective members of the accountancy profession. 

In September last, the Joint Committee submitted its report to the Com- 
mittee of Vice-Chancellors and to the Councils of the Professional Bodies. 
The report. having. been accepted in principle by most of the Universities and 
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the Councils of the Professional Bodies, the accountancy members of the 
foint Committee have prepared the following memorandum in order that the 
heme may in due course be placed before the members of the respective 
yofessional bodies at special general meetings. 

It will be seen that the scheme is voluntary and that the only fundamental 
dange contemplated is exemption from the Intermediate Examination of 
gndidates who have obtained a University degree in accordance with the 
groposals. 

During the past few months, detailed discussions have been taking place 
sith representatives of individual Universities and with the District Societies 
of the Professional Accountancy Bodies, with a view to the scheme being 
saced before members of the respective professional bodies at special general 
meetings. It is hoped to bring the scheme into operation in October next at 
the Universities of Birmingham, Bristol, Durham (Newcastle Division), 
Leeds, Liverpool, London and Manchester. At a number of other Universities 
ad University Colleges, discussions are in progress as to detailed arrange 
ments. 
|. The Accountancy Profession and the Universities 

The Joint Committee based its report on the belief that the steady advance 
in the status and responsibility of the accountancy profession makes it 
sirable to attract into it to an increasing degree men and women of the 
highest character and intellectual attainments. If this purpose is to be 
ahieved, it is considered that collaboration between the Universities and the 
profession is necessary for at least three redsons: 

(i) The educational policy of this country will in future have the effect 
of ensuring that an increasing number of the abler boys and girls are 
able to go to Universities. It is plainly desirable that such boys and 
girls should be able to enter the accountancy profession, which must 
recruit from this stratum to a considerable extent if it is to maintain 
its position in comparison with other professions. 

Many ex-service men and women will, during the next few vears, be 
entering Universities under Government schemes. It is important 
that they should be able to take advantage of these University facilities 
without depriving themselves of or unduly delaying opportunities of 
entering the profession. 

Thirdly, it is felt that many accountancy students would derive 
benefit from the liberal education and intellectual discipline afforded 
by a University, which would enable them better to understand the 
principles underlying their profession and to derive greater benefit 
from their actual experience in the office. The widening scope of the 
profession calls, indeed, for a corresponding widening in our methods 
of education. 

The Universitles are equally conscious that they would have much to gain 
from closer contact with the profession. Accountants are in intimate touch 
with the commercial and industrial communities, which the Universities must 
help and to which they must look for support in an increasing degree. There 
are also wide fields of research where progress is difficult without contact 
with such practical subjects as Accountancy, Costing and Auditing. 


2. Special Factors Relating to the Accountancy Profession 


In preparing a scheme which would permit of full collaboration with the 
Universities, the Accountancy members of the Joint Committee had _ the 
following factors in mind: 

(i) Due importance must be attached to practical training as an essential 

condition for qualification as a professional accountant. It was ‘felt 
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that the minimum period for this practical training must remain a 
three years—the present minimum period for University graduates, 
Secondly, the profession should be able to have confidence in the 
proposed University courses. Accountancy should be regarded asa 
main subject and should be taught in a practical way (normally by 
lecturers with practical experience in the profession) with emphasis 
on fundamental principles and methods. 
Next, the scheme should not be over-ambitious. For some years at 
least, facilities for University education can appeal only to a small 
minority of our candidates. A simple and flexible scheme is much 
to be preferred to elaborate arrangements. 
The scheme must enlarge (and not restrict) the opportunities of 
entering the profession. Candidates must still be free to decide for 
themselves how they shall prepare for their professional examinations, 
University facilities for those who desire them must be available as 
widely as possible and not merely at a few selected Universities. The 
cost must be kept within the means of a good candidate who is able 
to help himself by scholarship schemes and bursaries (which will be 
increasingly available after the war). 
Finally, the professional Final Examinations (without exemptions in 
any circumstances whatever, either in whole or in part) must be the 
only method of obtaining a professional qualification. 

It has been found possible unanimously to recommend a scheme which has 

due regard to these factors. 


3. Principles 
It was in the judgment of the Joint Committee undesirable that a student 


should, at one and the same time, serve in an office and study in a University 
for a degree. Such a programme would make the worst of both worlds, for 
he could be neither a good clerk nor a good student; it would set up an 
unfortunate division of allegiance, it would impose an undue strain upon the 
student and it would destroy much of the value both of the Universit 
education and of the office experience. 

It was also considered that (certainly in the early years of any scheme) it 
was undesirable and impracticable to set up new faculties or departments of 
accountancy. For many reasons, the preferable course was to take existing 
courses for economics or commerce degrees and to strengthen them on the 
accountancy and legal sides to meet the needs of accountancy students. 

It is no less important that students taking the proposed course should not 
be subject to an undue strain, either in relation to the number of examinations 
which they are required to take or as respects the total period required to 
take a degree and to obtain a professional qualification. It. was, therefore, 
recommended that the professional bodies should exempt from their Inter- 
mediate Examination students graduating in accordance with the scheme and 
that a time-table extending over about 52 years should be devised. 


4. The Proposed Time-table 

These principles led the Joint Committee to the conclusion that the Uni- 
versity period should consist of two vears nine months (for example, from 
October Ist, 1945, to June 30th, 1948), to be taken at any time during the 
neriod of Articles or professional training (or before such period) as might 
he found most convenient. Assuming that the scheme came into operation 
in 1945. a typical time-table of a boy who had attained the necessary qual 
fication for matriculation might, therefore, be as follows (subject to the claims 
of National Service) : 
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Practical University 
Experience Course 
1945. Months. Months. 


April. Commencement of professional service in the 
office of his principal .. : 6 
Oct. Commencement of University course, with four 
weeks in each of the summers 1946 and 1947 
in an accountant’s office or in approved work 
in industry or commerce 


1948 

June. Graduation carrying exemption from Intermedi- 
ate professional examination. 

july. Practical experience in the office of his principal 


1950. 
Dec. Final professional examination. 





Total (including vacations) - ‘a * 38 31 





This period of 52 years would thus suffice for both degree and professional 
qualification. 

The normal age of entry into the Universities for the purpose of taking 
this study should be not less than 18, but the scheme is also intended to apply 
to the more mature person for whom modifications will be made where 
necessary. Furthermore, the detailed scheme will provide for the needs of 
(a) students who, during their course at the University, decide to take up 
acountancy; and (b) qualified accountants who wish to take a University 
degree. 


5. The Curriculum 
It is recommended that the degree course should consist of the following 
subjects : 
(a) Accountancy (including costing, auditing and taxation) .. 9% terms. 
(b) Economics (including economics and statistics) in| oe: eee 
sf) eae ee we ee ee eee ee ee 


(d) A modern hecsian innneone or some other recog- 
nised degree subject... .. .. .. «. «. «=» At least 3 terms. 
(e) The study of government . ar . «. .. At least 3 terms. 


While the Universities should bite the utmost liberty of action in regard 
to the times at which instruction is given, the institution of “evening classes” 
forms no part of the Joint Committee recommendations. Universities which 
already afford instruction in the evenings to prospective accountants will be 
free to continue or to discontinue this practice and will no doubt discuss with 
local representatives of the profession what they propose to do in the matter. 

The intention of the professional bodies is to exempt from their Inter- 
mediate examinations candidates who have obtained a degree after completing 
a University course framed on the lines of the report of and approved by the 
Joint Standing Committee. 


6 The Final Professional Examinations 

It will be seen that the proposals outlined provide in effect that the candidate 
should take a University degree, with special emphasis on accountancy sub- 
jects, and should, thereupon, be exempted from the Intermediate professional 
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examination. The Joint Committee came to the conclusion that, for many 
reasons, the scheme should be started on this basis, without particular 
reference to preparation for the Final professional examination, for which 
candidates will, of course, be free to make their own arrangements. It will 
be some years before candidates ‘reach this stage of their training, and it jg 
confidently expected that before then the interest of many Universities (par- 
ticularly those in large commercial centres) in prospective accountants will 
extend beyond their graduation and that the Universities will be prepared 


to arrange facilities for research and further instruction of a character which 
‘ 


will be helpful towards the Final professional examination. 


7. Teaching Staff 

The committee considered that it was essential to the efficient working of 
the scheme that contact should be maintained between each University and 
members of the profession practising in its area. It is, therefore, recom- 
mended that this contact should be arranged for such purposes as consultation 
in the making of part-time appointments of accountants on the staff of the 
University, in the placing of students in offices and in a variety of other ways. 
It was also suggested that many Universities would find it useful to nominate 
a “tutor of accountancy students” who will be something more than a teacher 
—some person who would also act as their guide, help to form a bridge 
between office work and the University work, in many places place the 
student in a suitable office and generally be in a position to facilitate his 
progress in the degree course. 


8. Finance 

Every student would pay the fees appropriate to the course in the same 
way as other students pay the fees chargeable in respect of their particular 
courses of study. It is widely believed that after the war the Government 
will make financial provision whereby every boy and girl capable of profiting 
by a University education, and being unable to afford it, will be enabled to 
take a University degree course. The Government have not yet published 
any particulars of this financial provision, but it must be assumed that it will 
be available to students contemplating law or medicine or any other pro- 
fession, thus enabling the accountancy profession to recruit its due share of 
those who will in this way secure access to the Universities. 

Discussions have taken place with the Universities in regard to the financial 
assistance which will be desired from the professional bodies and information 
will be submitted to the members of these bodies in due course. 


9. The Future of the Joint Committee 

It was considered that it would be useful for the Joint Committee to 
become a Joint Standing Committee with a mandate of, say, five years’ 
duration. In this way, it could nurse the scheme through its teething troubles, 
advise the professional bodies upon the principles governing claims for 
exemption and generally interpret the difficulties of each side to the other. 

The representatives of the accountancy profession on the Joint Committee 
wish to place on record their appreciation of the spirit of co-operation shown 
by the representatives of the University and of the invaluable work of the 
chairman, Sir Arnold McNair. They are of opinion that the proposals now 
put forward will be of increasing importance to the future of the profession 
and indeed would mark a significant departure in professional education 
generally. 
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Commonwealth Institute of Accountants 


Commonwealth Income Tax Law and Practice 
Apri, 1945, EXAMINATIONS 


Model Answers 


Question 1 

(a) Define “Distributable Income” in its application to private companies. 

(b) Explain what is meant by a “sufficient distribution of income” in the 
case of a private company. 

Answer 1 

(a) Section 103(1) of the Commonwealth Income Tax Assessment Act 
defines “distributable income” of a private company as meaning the amount 
obtained by deducting from the taxable income of a company— 

(a) all taxes which are paid in the year of income— 

(i) under this or the previous Act; 

(ii) under any law of a State or of a Territory being part of the 
Commonwealth imposing a tax upon incomes, if the taxes 
have not been allowed or are not allowable as deductions under 
S. 72 of this Act in any assessment for any financial year; or 

(iii) in any country out of Australia in respect of income of the 
company which is taxable under this or the previous Act less 
any refund received in the year of income of any tax to which 
this paragraph refers; and 

(b) the net loss, except to the extent to which it is a loss of a capital 
nature, incurred by the company in the year of income in carrying 
on its business out of Australia. 

Section 103(3) then provides that, for the purpose of ascertaining the 
distributable income of a private company, a private company may elect 
that, in lieu of deducting from its taxable income ordinary Federal income 
tax paid in the year of income, there shall be deducted ordinary Federal 
income tax payable in respect of the income of that year of income. 

(b) A private company which is a resident of Australia is deemed to have 
made a sufficient distribution of its income of the year of income where it has 
paid in dividends, out of the taxable income of that vear, the whole of its 
distributable income, before the expiration of six months after the close of 
that year. In the case of a non-resident private company, the period of 
payment of the dividend is extended to nine months after the close of the 
year of income. 

Where a private company, owing to enemy action in the present war, has 
been unable within the time specified above to pay in dividends out of the 
taxable income of the year of income the whole of its distributable income, 
the Commissioner may extend that time for such further period as in his 
opinion the circumstances warrant. (S. 103(2)(e).) 

Question 2 

(a) A taxpayer, in terms of.a court’s decision, received the sum of £5,000 
a compensation for loss of his office as managing director of a company. 

Advise him as to whether this amount is taxable and at the same time 
inform him fully as to the taxation of retiring allowances generally. 

(b) With regard to businesses carried on partly in and partly out of 
Australia, what constitutes a sale of goods in Australia? 

Answer 2 
(a) The taxpayer’s assessable income will include 5 per cent. of the 
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amount, £5,000, received as compensation for the loss of his office as managing 
director, provided the amount is paid in a lump sum. 

Section 26(d) of the Act provides that the assessable income of a taxpayer 
shall include 5 per cent. of the capital amount of any allowance, gratuity or 
compensation where that amount is paid in a lump sum in consequence of 
retirement from, or the termination of, any office or employment, and whether 
so paid voluntarily, by agreement or by compulsion of law. This concession 
does not apply— 

(1) Where such amount is paid or credited by a private company (as 

defined) and the Commissioner treats the whole or part of such 
amount as a dividend under the provisions of S. 109(b) of the Act; 


In respect of deferred pay, including interest thereon, paid to a person 
who is or has been a member of the Defence Force in respect of his 
service as a member of that Force. N-.B.: Deferred pay and interest 
thereon is specifically exempt from income tax under S. 23(t) (ii). 


Retiring allowances and retiring gratuities are income from _ personal 
exertion (S. 6). If the amount received as compensation for the loss of his 
office as managing director were not paid in a lump sum, that is, if the 
amount were received in more than one payment, the full amount, £5,000, 
may be held to be a receipt not of an income nature and so be exempt from 
income tax. (See 9 C.T.B.R. Cas. 70.) 


(b) Section 41 of the Act provides that where a person sells goods by 
means of anything done by himself when in Australia, or by means of an 
agent or representative in Australia, and those goods are in Australia, or are 
to be brought into Australia for the purpose, or in pursuance or in con- 
sequence of such sale, he shall be deemed to have sold them in Australia. A 
sale is deemed to be made by means of a person or of something done when 
such person or thing done is instrumental in bringing about the sale. 

The effect of this provision is that the test of instrumentality is applied in 
determining whether goods are deemed to have been sold in Australia. 


Question 3 
Upon what bases may the following be taken into account: 
(a) Live stock at the end of the year; 
(b) Natural increase of live stock ? 


Answer 3 

(a) A taxpayer has the option of valuing the live stock to be taken into 

account at the end of the year of income at— 
(i) its cost price or 
(11) its market selling value. 

Where a taxpayer does not exercise his option within the time and in the 
manner prescribed by Regulation 5, he is deemed to have adopted the cost 
price basis. 

Where a taxpayer satisfies the Commissioner that there are circumstances 
which justify the adoption of some value other than cost price or market 
selling value for the whole or part of his live stock, he may, with the leave of 
the Commissioner, adopt that other value. (S. 32.) 

(b) The cost price per head of natural increase of any class of live 
stock is: 

(1) where the cost price of natural increase of that class has been 
previously taken into account under the Act by the taxpayer—the 
cost price per head at which natural increase of that class was last 
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taken into account unless, with the consent of the Commissioner, 
the taxpayer selects another cost price (S. 34(1)(a)), and 

(ii) where the cost price of natural increase of that class has not been 
previously taken into account under the Act by the taxpayer—the 
cost price selected by him within the limits prescribed in respect of 
live stock of that class (S. 34¢1)(b)). 

Where a taxpayer does not so elect within the time and in the manner 
prescribed by Regulation 5, he is deemed to have selected, as the cost price, 
the lower of the prescribed limits. (S. 34(2).) 

For the purposes of S. 34(1)(b), the limits within which a taxpayer may 
select a cost price of natural increase are as follows (Reg. 5): 

Minimum Maximum 
Value Value 
SE bs aa. om et Kua £1 
nn we be wae baw £10 
is is he abe ee 0G £10 
Sk fk ee esa ne : £1 
Question 4 

A grazier sells his property, including live stock, crops, ete., for the 
purpose of putting an end to the business, for the sum of £40,000 on a walk-in- 
walk-out basis. 

Advise him fully as to whether the whole or any portion of the sale 
price is taxable. 

Answer 4 

The transaction is governed by the provisions of S. 36 of the Act, and the 
provisions of S. 59 and Division 4 may also apply. The value attributable 
to the live stock, crops, etce., included in the total consideration, £40,000, for 
the assets sold on the walk-in-walk-out basis, will be included in the vendor’s 
assessable income. (S. 36(1).) 

For this purpose, the value of any property or live stock is 

(i) the market value of the property or live stock on the day of disposal; 
or 

(ii) if, in the opinion of the Commissioner, there is insufficient evidence 
of the market value on that day—the value which in his opinion is 
fair and reasonable. (S. 36 (3).) 

If the live stock included in the sale for the purpose of putting an end to 
the business included natural increase bred by the taxpayer and were on hand 
on Ist July, 1935, and were ordinarily used by him for breeding purposes, 
the value of such live stock would not be included in his assessable income. 
(S. 36(2).) 

If plant subject to the income tax depreciation allowance is included in 
the disposal sale, the provisions of S. 59 would apply. Briefly stated, the 
position would be as follows: 

(a) If the consideration attributable to such plant exceeded the income 
tax depreciated value—an amount equal to the.amount of deprecia- 
tion allowed or allowable in respect of such plant would be included 
in the vendor’s assessable income; 

If the consideration attributable to such plant were less than the 
income tax depreciated value—an amount equal to the difference 
between the income tax depreciated value and the consideration 
attributable to such plant would be an allowable deduction ; 

If the consideration attributable to such plant exceeded the original 
cost price—the same as in (a) above; any excess over cost price 
would not be assessable 
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If a lease or leases were included in the assets disposed of, the provisions 
of S. 88A or Division 4 of Part III would apply. 

If the grazier were in the habit of buying and selling properties, the ful 
amount of the consideration, £40,000, may be included in his assessable 
income under the provisions of S. 26(a) of the Act. 

N.B. The Act has recently been amended to the effect that where a 
pastoral property has been resumed by the Commonwealth or a State and, as 
a consequence, live stock is disposed of, the profit may, at the vendor’s option, 
be spread over a period of five years. Partners, trustees and beneficiaries 
may make independent elections. This amendment first applies to income year 


ended 30th June, 1945. 


Question 5 

A company is desirous of creating a Superannuation Fund for the benefit 
of its employees and desires to know its rights and obligations with regard to 
the taxation position of sums set aside for that purpose. 

Write a report dealing fully with the subject. 


Answer 5 
The Act makes provision to allow as a deduction sums set apart or paid in 
the year of income in respect of— 
(a) compulsory contributions to superannuation or like funds (S. 66), 
and 
(b) voluntary contributions to such funds (S. 79). 


The essential differences between the two classes of funds are as follows: 
(1) In the case of compulsory contributions, if the allowable amount of 

the contribution exceeds the net income of the year of income, the 
excess may be recouped from the assessable income of the succeeding 
four years; that is, if the compulsory contribution resulted in a 
loss, that loss may be carried forward as provided by S. &0 of the 
Act. 
In the case of voluntary contributions, the allowable amount of the 
contribution, together with the gifts, donations, retiring allowances 
and pensions allowed under S. 78 (1) (a) and (c) cannot exceed 
the amount of income remaining after deducting from the assessable 
income all other allowable deductions except the deduction of losses 
of previous years. (S. 78(3).) 
A compulsory contribution is one where the taxpayer is under a 
legal obligation to set apart or pay the contribution (S. 66(1) (a)), 
whereas in the case of voluntary contributions the amount of the 
contribution is at the sole discretion of the taxpayer. 
Compulsory contributions, under S. 66, must be for the benefit of 
employees of the taxpayer. whereas voluntary contributions, under 
S. 79, mav be for the benefit of employees who are residents and are 
engaged in the taxpaver’s business or any business or class of 
business, op for dependants of such employees. 

It is an essential condition of contributions to both classes of funds that the 
rights of the employees (and in the case of voluntary contributions. the 
dependants of employees) to receive the benefits, pensions or retiring allow- 
ances are fully secured. 

For purposes of both sections (Ss. 66 and 79), a director of a company 
is deemed to be an employee of the company. Under the Act, the Com- 
missioner must adopt the following procedure in determining the amount of 
contribution allowable as a deduction: 
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(1) Determine the number of employees (or dependants in the case of 
voluntary funds) for whom, during the year of income, the fund 
provided present or future individual personal benefits, pensions or 
retiring allowances. 

Determine the part, if any, of the sum set apart or paid which is 
attributable to the provisions of benefits, etc., 
(i) for employees other than employees engaged in producing 
assessable income of the taxpayer (S. 66(2)(b)); 
(ii) for non-residents or employees not engaged in any business or 
class of business (S. 79(2)(b) ). 
Determine in the case of a private company (as defined) the part, if 
any, of the sum set apart or paid which is attributable to the provision 
of benefits, etc., for shareholder-employees or shareholder-directors 
if, in the opinion of the Commissioner, those benefits are provided for 
the employees or directors as shareholders of the company. 


Determine the amount included in the sum set apart or paid which is 
attributable to the provision of benefits, etc., for each employee 
included in the number determined under paragraph (1) above who is 
not an employee or one of a number of employees in relation to whom 
a part has been determined under paragraphs (2) and (3) above. 


(5) Disallow as a deduction— 

(i) the part of the contribution attributable to the provision of 
benefits for employees not engaged in producing assessable 
income of the taxpayer (S. 66) or of the taxpayer’s business, 
or any business or class of business (S. 79) ; (par. (2) above). 
in the case of a private company (as defined) the part of the 
contribution attributable to the provision of benefits, etc., 
for shareholder-employees or shareholder-directors (par. (3) 
above ). 
the part of the contribution attributable to each employee which 
exceeds— 

(a) £100; or 

(b) 5 per cent. of the remuneration paid to the employee in 
respect of the year ended 30th June next preceding the 
date on which the contribution was set apart or paid, 

whichever is the greater. 

The amount remaining after the disallowances explained in this paragraph 
is an allowable deduction, subject, in the case of voluntary contributions, to 
the limit provided by S. 78(3) explained above. 

In special circumstances, the Commissioner may allow as a deduction a 
higher amount than_the prescribed limit (Ss. 66(4) and 79(4) ). 


Question 6 o ° 


A and B carry on business in partnership sharing profits—A_ two-thirds 
and B one-third. They have no separate incomes. The net income of the 
partnership for year ended June 30, 1944, was £6,000. During the year the 
partnership paid £36 for rates on vacant land owned by it and gave £30 to 
public hospitals. It also paid, on behalf of the respective partners, life 
assurance premiums on their lives as follows: For A, £170; for B, £80. 

Upon which basis will each be assessed? Show workings. 

For the purpose of answering this question, it may be assumed that tax 


rates are: £2,000, 10/- in £; £4,000, 13/- in £; £6,000, 14/- in £. 
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Answer 6 
Assessment of A: 
Taxable income, year ended 30th June, 1944— 7 
2/3rd share of net partnership income £6,000 .. .. .. £4,000 


Gross Tax: 

£4,000 at 157°325d. in £ (actual rate applicable to per- 
sonal exertion income of £4,000) et ee 

Less concessional rebate: 

2/3rds of £36—rates on vacant land .. .. .. .. £24 

2/3rds of £30—gifts to public hospitals .. .. .. £20 

Life assurance premiums £170—maximum amount £100 


Amount subject to concessional rebate .. .. .. £144 


£144 at 157-325d. .. 
Current year’s tax .. .. .. 
Less special rebate (S. 160 AH(2) )— 
75% of current year’s tax .. (sen 
Net tax on income derived during year ended cons! 


30th June, 1944... .. ae £631 19 0 their 
Less 2/3rds deferred eS. “160 AM (1) ‘and (2)) aie ath 421 6 0 


1/3rd instalment transition year. 7 oe wes. a 
Provisional tax, 1944-45 (S. 221 YC(1)(a)) sa een ae 2,527 14 0 


Total tax payable for financial year 1944-45 .. .. .. .. £2,738 7 0 & Boar 
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Assessment of B: 
Taxable income, year ended 30th June, 1944— 
1/3rd share of net partnership income £6,000 .. 


Gross Tax: (b 
£2,000 at 114-15d. in £ (actual rate applicable to per Seer 
sonal exertion income of £2,000) subst 
Less concessional rebate: ime. 
1/3rd of £36—rates on vacant land . em sin, A decis: 
1/3rd of £30—¢gifts to public hospital Cera (c 
Life assurance premiums .. .. oe oe andi 
— a met 

Amount subject to concessional rebate .. .. .. .. £102 this 
ae Boar 

Se ae. ES EE kee oe we ok oe oe 48 Sern 48 10 0 @ or by 
———— his e> 

SE ICO 5 ca os ce oe oe 4% £902 15 0 who t 

L 25 special r@Bate (S.'160 AH (2))— So requit 
i) fe 6g ly ee err eee for d 


Net tax on income derived during year ended of Re 
30th June, 1944 .. .. marek’ = a 
Less 2/3rds deferred (S. 160 AM (1) and (2)) Wher 


applic 
1/3rd instalment transition year’s tax = 
Que 
Provisional tax, 1944-45 (S. 221 YC (1)(a)) _ 


Total tax payable for financial year 1944-45 .. 
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N.B.—In the above assessments, it has been assumed : 

(a) that the whole of the partnership net income had been derived from 
personal exertion ; 

(b) that the taxable income derived by A and B respectively did not exceed 
by more than 20 per cent. the taxable income derived by each during 
income year ended 30th June, 1943; 

(c) that the payment of the life assurance premiums by the partnership 
has been treated as drawings of the partners. 

Whilst the foregoing is the correct answer to the question asked, the 
writer expresses the opinion that the examiner probably had in mind the 
calculation of the tax payable under the provisions before the introduction 
of “pay-as-you-earn” and the provisional tax.' A candidate will not, therefore, 
be prejudiced if he ignored these last-mentioned provisions 


Question 7 

Certain beneficiaries of a deceased taxpayer who were dependent upon such 
taxpayer during his life inform the trustee of the estate that payment of 
arrears of taxation of the deceased taxpayer will entail serious hardship on 
them. 

Explain fully (a) what action may be taken by the trustee; (b) the 
constitution of any authorities to whom the matter will be referred, and (c) 
their powers. 


Answer 7 

(a) The trustee of the deceased estate may make application to the Board 
constituted under S. 265 of the Act, known as the Hardships Board, or Relief 
Board, stating that owing to the death of the taxpayer the dependants of the 
taxpayer are in such circumstances that the exaction of the full amount of 
tax will entail serious hardship to the beneficiaries. If the Board is satisfied 
as to this claim, it may release the trustee of the estate of the deceased tax- 
payer wholly or in part from his liability, and the Commissioner will alter 
the assessment accordingly. 

(b) The Hardships Board consists of the Commissioner of Taxation, the 
Secretary to the Treasury and the Comptroller-General of Customs, or such 
substitutes for all or any of them as the Minister may appoint from time to 
time. The Commissioner or his substitute is Chairman of the Board, and the 
decision of the majority prevails. 

(c) Where the amount of tax involved is £500 or more, the Board must, 
and‘if the amount is less than £500, the Board may, refer the application to 
amember of the Board of Review and the applicant must be notified where 
this action is taken. The applicant may appear before the member of the 
Board of Review or he may be required to appear before him either in person 
or by a representative. The member of the Board of Review is assisted in 
his examination of the applicant by an officer of the Department of Taxation. 
who must be a qualified accountant. The member of the Board of Review is 
required to submit his report upon his examination to the Hardships Board 
for decision. In lieu of referring the application to a member of the Board 
of Review, the Hardships Board may refer the application to the Chairman 
of a Valuation Board constituted under the Land Tax Assessment Act 
Where the liability does not exceed £20, the Commissioner may decide the 
application for release of the tax. (S. 265.) 


Question 8 ' 


An engineer, resident in the United Kingdom, writes you, and states that 
he has been requested by the Commonwealth Government to visit Australia to 
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report on certain activities in which the Government is interested. A coma 
pany, hearing that he is likely to visit Australia, has also communicated with 
him with the object of utilising his services during his visit. He has heard} 
that taxation rates are high in this country and desires to know whether anyy 
provision is made whereby his fees will be freed from taxation, and, if not 
whether he is entitled to any amelioration of tax. Advise him fully. 


Answer 8 

Section 23 (b) of the Act exempts from income tax the remuneration paidJ 
by the Government of the Commonwealth or of a State to a non-resident for 
expert advice to that Government. If, as it appears, the remuneration to bey 
paid by the Commonwealth Government to the non-resident engineer satisfies 3 
that condition, the engineer is not liable to Commonwealth income tax inj 


respect of such remuneration. 
The remuneration paid to the non-resident engineer by the company will] 
be treated as assessable income to the extent that it is derived directly or¥ 
indirectly from a source or sources in Australia (S.25(1)(b)). If they 
engineer’s visit to Australia did not exceed six months, it may be exempt 
under S. 23 (c) (vii). : 
It may be that the provisions of-paragraphs (c) (vi) or (v) of S. 23 apply] 
to the income derived in Australia by the non-resident engineer. Thoseg 
paragraphs exempt from income tax— 
“(c) (vi) Income derived by anv person visiting Australia, from an occupa=4 
tion carried on by him while in Australia, if, in the opinion of 
the Treasurer, that visit and occupation are primarily and prince] 
pally directed to assisting the Commonwealth Government or a 
State Government in the settlement or development of Australiazy 
(v) Income derived by any person visiting Australia, from an occupa- 
tion carried on by him while in Australia, if, in the opinion of 
the Treasurer, the visit and occupation are primarily and princi 
pally directed to assisting the Commonwealth Government in the 
defence of Australia and the Treasurer is satisfied that the income} 
is not exempt from income tax in the country where the persomg 
is ordinarilv resident.” 
If the remuneration in Australia of the non-resident engineer is subject to¥ 
income tax hoth in the United Kingdom and in Australia, the Commonwealth 
grants the following rebate: 
(1) Where the Commonwealth rate is more than one-half of the British 
rate, but is not greater than the British rate, the rate of rebate is the} 
excess of the Commonwealth rate over one-half of the British rate} 
(S. 159(1) (b)). ; 

(2) Where the Commonwealth rate is greater than the British rate, they 
rate of rebate is one-half of the British rate (S. 159(1)(a)). 

No rebate is allowable under the Commonwealth Act where the Common] 
wealth rate does not exceed one-half of the British rate. 

The taxpayer must make application for the rebate granted by S. 1599 
within six vears after the date upon which the tax. in respect of which the 
rebate is sought, became due and pavable and the taxpaver must also supply§ 
to the Commissioner within that period all the information necessary for the 
purpose of ascertaining the amount of the rebate (S. 159(6) ). 
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